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FINANCIAL-COMPLIANCE  AUDITS 


Financial-compliance  audits  are  conducted  by  the  Office  of  the  Legislative  Auditor  to  deter- 
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or  OMB  Circular  A- 128  and  is  therefore  not  intended  for  distribution  to  federal  grantor 
agencies.  The  Office  of  the  Legislative  Auditor  issues  a  statewide  biennial  Single  Audit 
Report  which  complies  with  the  reporting  requirements  listed  above.  The  Single  Audit 
Report  for  the  two  fiscal  years  ended  June  30,  1989  has  been  issued.  Copies  of  the  Single 
Audit  Report  can  be  obtained  by  contacting: 
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Room  135,  State  Capitol 

Helena,  MT  59620 
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To  the  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Office  of  the  Secre- 
tary of  State  for  the  two  fiscal  years  ended  June  30,  1990.   Included  in  this  report 
are  recommendations  concerning  timely  deposit  of  cash  receipts,  restrictive 
endorsement  of  checks,  recording  operating  budgets  on  the  state's  accounting 
system,  recognizing  revenues  and  expenditures,  and  spending  non-General  Fund 
money  first.  The  office's  written  response  to  audit  recommendations  is  included 
in  the  back  of  the  audit  report. 

We  thank  the  Secretary  of  State  and  his  staff  for  their  assistance  and 
cooperation. 

Respectfully  submitted. 
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*^  Scott  A.  Seacat 
Legislative  Auditor 
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We  recommend  the  office: 

A.  Deposit  cash  receipts  in  the  State 

Treasury  in  accordance  with  state  law 5 
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Introduction 


Introdnctioii 


We  performed  a  financial-compliance  audit  of  the  Office  of  the 
Secretary  of  State  for  the  two  fiscal  years  ended  June  30,  1990. 
The  audit  objectives  were  to: 


1.  Determine  office  compliance  with  applicable  laws  and 
regulations. 

2.  Make  recommendations  for  improvements  in  the  manage- 
ment and  internal  controls  of  the  office. 

3.  Determine  if  the  financial  schedules  present  fairly  the 
results  of  operations  of  the  office  for  the  two  fiscal  years 
ended  June  30,  1990. 

4.  Determine  the  implementation  status  of  prior  audit  recom- 
mendations. 

This  report  contains  six  recommendations  to  the  office.   These 
recommendations  address  areas  where  the  office  can  improve 
internal  control,  financial  reporting,  and  compliance  with  laws 
and  regulations.   Other  areas  of  concern  not  having  a  significant 
effect  on  the  successful  operations  of  the  office  are  not  included 
in  this  report,  but  have  been  discussed  with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  costs,  if  significant,  of  implementing  the  recom- 
mendations made  in  this  report. 


Background 


The  Office  of  the  Secretary  of  State  was  established  by 
Article  VI,  Section  1 ,  of  the  Montana  Constitution  and  the 
Secretary  of  State's  duties  are  set  forth  in  Title  2,  chapter  15, 
part  4,  of  the  Montana  Code  Annotated  (MCA).   The  office 
files,  maintains,  and  preserves  the  permanent  records  of  the 
state  and  certain  public  interest  records  of  private  citizens.   The 
office  publishes  the  Montana  Administrative  Register  (MAR) 
and  the  Administrative  Rules  of  Montana  (ARM).   As  the  chief 
election  officer,  the  Secretary  of  State  maintains  uniformity  in 
the  application  of  the  election  laws  and  retains  election  records 
through  the  Elections  Bureau  within  the  office.   The  Secretary 
of  State  is  authorized  26  full-time  equivalent  employees  during 
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fiscal  year  1990-91.   Currently,  the  office  operates  with  eight  of 
its  employees  exempt  from  the  provisions  of  the  statewide 
classification  plan. 

During  fiscal  year  1989-90,  the  office  reorganized  the  Uniform 
Commercial  Code  (UCC)  and  Corporations  Bureaus  into  the 
Business  Services  Bureau.   The  office  accounted  for  the 
Uniform  Commercial  Code  activity  in  the  Special  Revenue  Fund 
during  fiscal  year  1988-89.  The  office  now  records  all  Business 
Services  Bureau  activity  in  the  General  Fund. 
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Prior  Audit  Recommen-  We  performed  the  audit  of  the  office  for  the  two  fiscal  years 

dations  ended  June  30,  1988.  The  report  contained  four  recommenda- 

tions still  applicable  to  the  office's  operations. 

Two  of  the  recommendations  were  implemented,  one  was 
partially  implemented,  and  one  was  not  implemented.  The 
recommendations  not  fully  implemented  concern  cash  receipts. 
These  issues  are  again  discussed  on  pages  4  through  6  of  this 
report. 
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Cash  Controls 


Uadeposited  Receipts  The  office  collects  fees  for  services  which  include  filing  annual 

foreign  and  domestic  corporate  reports,  filing  trademarks, 
assumed  business  names.  Uniform  Commercial  Code  and  Agri- 
cultural liens.   Fees  collected  during  the  audit  period  totaled 
approximately  $2,600,000.   Annual  corporate  report  filings 
which  represent  a  majority  of  collections,  are  received  during 
January  through  April  each  year.   During  the  audit  period,  the 
office  did  not  deposit  cash  receipts  in  accordance  with  state  law. 
State  law  requires  all  moneys  be  deposited  daily  with  the  State 
Treasurer  when  the  accumulated  amount  of  collections  exceed 
$500.   When  deposits  are  made,  the  funds  are  invested  by  the 
state  Board  of  Investments  to  earn  interest  income  for  the  state's 
General  Fund. 

We  reviewed  a  sample  of  19  collection  reports  processed  during 
fiscal  years  1988-89  and  1989-90.   Our  review  indicated  each  of 
the  fees  on  these  collection  reports  was  deposited  to  the  state 
treasury  from  2  to  39  days  after  initial  receipt.   Because  daily 
receipts  exceeded  $500,  all  collections  should  have  been 
deposited  when  received.   We  estimate  approximately  $18,728  to 
$49,343  of  interest  income  was  lost  during  fiscal  years  1988-89 
and  1989-90  due  to  untimely  deposits.   Untimely  deposits  also 
increase  the  risk  of  loss  or  misuse  of  funds. 

In  the  previous  five  audits,  we  recommended  the  office  deposit 
its  filing  receipts  in  a  timely  manner.   Office  officials  indicated 
they  have  strived  to  improve  the  cash  collection  and  accounting 
process.   An  official  stated  a  significant  number  of  corporate 
filings  are  received  without  complete  information.   The  receipts 
are  not  deposited  until  after  office  personnel  determine  the 
filing  is  complete.   If  the  corporation  does  not  complete  its 
filing,  the  office  returns  the  undeposited  fee.   These  procedures 
allow  the  office  to  avoid  processing  a  refund.   Officials  stated 
they  do  not  charge  a  fee  for  incomplete  filings,  although  there  is 
a  cost  associated  with  processing  and  handling  these  filings. 
Officials  stated  they  have  been  unable  to  deposit  receipts  in  a 
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timely  manner  due  to  the  significant  amount  of  annual  corporate 
filings  between  January  and  April  each  year,  and  a  one-day 
filing  requirement  for  UCC  receipts  as  discussed  in  the  follow- 
ing section.   We  determined  the  office  improved  its  collection 
and  deposit  process  from  fiscal  year  1988-89  to  fiscal  year 
1989-90. 


Under  the  current  organizational  structure,  officials  believe 
additional  personnel  would  be  required  to  ensure  receipts  are 
deposited  in  accordance  with  state  law.   An  official  indicated 
the  office  may  seek  legislation  which  would  make  all  filing  fees 
nonrefundable.  This  would  allow  the  office  to  deposit  checks 
when  received  without  the  need  to  process  a  refund  for  incom- 
plete corporate  filings.   Another  alternative  would  be  to  seek 
legislation  to  stagger  the  annual  filing  process  throughout  the 
year.   This  could  require  each  corporation  to  file  an  annual 
statement  on  the  date  of  its  incorporation  instead  of  April  1 
each  year.   A  staggered  corporation  filing  date  would  smooth 
out  the  workload  and  allow  the  office  to  deposit  receipts  more 
timely  and  may  eliminate  the  need  for  additional  personnel. 


Recommendation  #1 

We  recommend  the  office: 

A.  Deposit  cash  receipts  in  the  State  Treasury  in  accor- 
dance with  state  law. 

B.  Seek  legislation  to: 

1)  Stagger  the  annual  corporate  filing  process,  or 

2)  Make  filing  fees  nonrefundable. 
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Restrictive  Endorsement  During  fiscal  year  1988-89  and  fiscal  year  1989-90,  the  office 

restrictively  endorsed  all  checks  immediately  upon  initial  receipt 
with  the  exception  of  UCC  receipts.   These  checks  were  for- 
warded to  employees  who  filed  UCC  documents  after  the  checks 
were  separated  from  incoming  mail.   The  employees  working  in 
the  UCC  sections  restrictively  endorsed  and  posted  the  checks  to 
a  fee  sheet.   State  policy  requires  checks  to  be  restrictively 
endorsed  upon  initial  receipt.   The  office  receives  approximately 
$300,000  in  UCC  filings  annually.   By  not  following  state 
policy,  the  office  increases  the  risk  of  checks  being  misused  or 
stolen. 

Office  officials  stated  the  UCC  section  of  the  Business  Services 
Bureau  has  a  one-day  processing  time  limit  specified  in  section 
30-9-403(9),  MCA.   The  officials  indicated,  due  to  the  volume 
of  filings  and  limited  staff,  the  office  would  not  be  able  to 
process  the  documents  within  the  required  time  if  the  checks  are 
restrictively  endorsed  immediately  upon  initial  receipt.   Officials 
indicated  in  order  to  meet  the  processing  time  limit,  the  office  is 
unable  to  deposit  receipts  in  a  timely  manner,  as  discussed  in  the 
preceding  section. 

In  our  previous  audit,  we  recommended  the  office  restrictively 
endorse  checks  immediately  upon  receipt  in  accordance  with 
state  policy.   The  office  could  consider  establishing  priorities  for 
the  handling  of  UCC  documents  by  using  a  special  address. 


Recommendation  #2 

We  recommend  the  office  restrictively  endorse  all  checks 
immediately  upon  receipt  in  accordance  with  state  policy. 
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State  Compliance 


CooipliaBce  with  Operat- 
iag  Budget  Requirements 


According  to  House  Bill  2,  Laws  of  1987,  and  House  Bill  100, 
Laws  of  1989,  "Expenditures  by  a  state  agency  must  be  made  in 
substantial  compliance  with  an  operating  budget  approved  by  an 
approving  authority."   For  executive  branch  agencies,  the  Office 
of  Budget  and  Program  Planning  is  the  approving  authority. 
The  house  bills  go  on  to  define  substantial  compliance  as  no 
expenditure  category  in  an  approved  budget  may  be  overspent 
by  more  than  5  percent.   The  house  bills  also  state  each  operat- 
ing budget  must  include  expenditures  for  each  program  detailed 
at  least  by  the  categories  of  personal  services,  operating 
expenses,  equipment,  benefits  and  claims,  grants,  transfers,  and 
local  assistance.  The  office  is  required  to  record  this  operating 
budget  or  plan  and  any  approved  changes  on  the  Statewide 
Budgeting  and  Accounting  System  (SBAS). 


The  office  did  not  record  its  approved  operating  budgets  on 
SBAS  for  fiscal  years  1988-89  and  1989-90.   Fiscal  year  1988-89 
expenditures  in  both  the  Records  Management  and  Administra- 
tive Code  programs  exceeded  the  approved  operating  budget  by 
greater  than  5  percent  for  three  of  the  four  established  cate- 
gories.  In  fiscal  year  1989-90,  one  category  in  the  Administra- 
tive Code  program  exceeded  the  5  percent  limit.   Total  expendi- 
tures did  not  exceed  appropriation  authority  in  either  fiscal 
year.   The  details  are  outlined  in  the  table  below. 
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Table 

1 

Schedule  of 

Budget  vs. 

Actual  Expenditures 

Percent 

For  Fiscal  Years  1988-89  and  1989-90 

Approved 

(Over) 

Operating 

Actual 

Under 

Over 

Budget 

Expenditures.   Spent 

Expended 

Records  Management 

Personal  Services 

$505,128 

$439,033 

$66,095 

Operating  Expenses 

360,939 

435,769 

(74,830) 

2U 

Equipment 

0 

36,637 

(36,637) 

* 

Debt  Service 

0 

13,069 

(13,069) 

* 

Unallocated 

64.285 

0 

_64,285 

Total 

»930,352 

$924,508 

$_5,844 

Adninistrative  Code 

Personal  Services 

84,773 

66,276 

18,497 

Operating  Expenses 

68,322 

80,193 

(11,871) 

17X 

Equipment 

0 

4,012 

(4,012) 

* 

Debt  Service 

0 

2,306 

(2.306) 

* 

Unallocated 
Total 

3.384 
$156  479 

0 

3,384 
$.3,692 

$152  787 

FIICAL  YEAR  1989-90 

Personal  Services 

512,897 

489,433 

23,464 

Operating  Expenses 

354,323 

362,910 

-  (8.587) 

2X 

Equipment 

19,390 

18,617 

773 

Debt  Service 

38.657 

11,202 

27,455 

Total 

$925,267 

$882J62 

$43.105 

Administrative  Code 

Personal  Services 

89,543 

68,356 

21,187 

Operating  Expenses 

78,177 

70.762 

7,415 

Equipment 

743 

963 

(220) 

27X 

Debt  Service 

1.977 

.  1,977 

0 

Total 

$170,440 

$142^058 

$28.382 

•Entire  amount  is  overspent. 

Source:  Coipiled  from  Secretary  of 

State  records. 

By  not  recording  the  operating  budgets  on  SB  AS  and  by  exceed- 
ing the  approved  operating  budgets,  the  office  did  not  comply 
with  section  7  of  House  Bills  2  and  100. 
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Office  personnel  indicated  they  were  unaware  of  the  require- 
ments and  the  procedures  to  follow.   The  office  tracks  expendi- 
ture activity  manually  to  ensure  total  appropriation  authority  is 
not  exceeded.  In  addition,  personnel  explained  that  at  the  end 
of  fiscal  year  1988-89,  the  office  received  a  substantial  settle- 
ment as  a  result  of  legal  proceedings  against  WANG  corporation. 
Proceeds  of  the  settlement  were  used  to  replace  the  WANG 
computer  system.   This  caused  expenditures  to  exceed  levels 
established  in  the  operating  budget.   An  official  stated  the 
office  did  not  obtain  an  operating  budget  amendment  because 
there  was  adequate  appropriation  authority  to  cover  total 
expenditures. 


Recommendation  #3 

We  recommend  the  office: 

A.  Record  approved  operating  budgets  on  SBAS. 

B.  Monitor  program  expenditure  activity  to  ensure 
compliance  with  appropriation  laws  relating  to 
operating  plans. 


Spending  Non-General  The  Secretary  of  State's  Office  routinely  allocates  the  salary 

Fund  Money  First  expense  of  its  elected  and  administrative  officials  between  the 

Records  Management  and  Administrative  Code  programs.   The 
salaries  are  allocated  and  charged  against  each  program's  appro- 
priation authority  based  on  an  estimate  of  the  amount  of  time 
each  individual  spent  on  the  programs.   The  salaries  are  charged 
against  a  General  Fund  appropriation  for  the  Records  Manage- 
ment program  and  a  Special  Revenue  Fund  appropriation  for  the 
Administrative  Code  program.   During  the  audit  period,  the 
salary  expense  for  one  administrative  official  was  charged  com- 
pletely to  the  Records  Management  program  General  Fund 
appropriation.   An  official  indicated  25  percent  of  the 
employee's  salary  should  have  been  charged  against  the  Admin- 
istrative Code  program  Special  Revenue  Fund  appropriation 
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rather  than  the  General  Fund.   This  resulted  in  an  overstatement 
of  General  Fund  expenditures  during  fiscal  years  1988-89  and 
1989-90  of  $4,748  and  $8,375,  respectively. 

Section  17-2-108,  MCA,  requires  the  office  to  apply  expendi- 
tures against  non-General  Fund  money  wherever  possible  before 
using  the  General  Fund  appropriation.   An  official  indicated  the 
error  was  an  oversight  and  the  office  has  corrected  the 
allocation  for  fiscal  year  1990-91. 


Recommendation  #4 

We  recommend  the  office  spend  non-General  Fund  money 
first  in  accordance  with  state  law. 


Accountiiig  Issues 


Journal  Voucher  Traas- 
actioas 


The  office  routinely  makes  entries  to  the  Statewide  Budgeting 
and  Accounting  System  (SBAS)  using  journal  vouchers.   These 
documents  are  used  to  satisfy  miscellaneous  and  special  financial 
transaction  needs,  such  as  making  adjustments  to  previously 
established  amounts.   One  of  ten  fiscal  year  1989-90  journal 
voucher  transactions  we  tested  was  incorrectly  recorded  on  the 
accounting  system. 


Use  of  the  journal  voucher  can  result  in  significant  changes  to 
the  accounting  records.   For  example,  the  journal  voucher  can 
be  used  to  restore  appropriation  authority  by  abating  revenue 
and  expenditure  transactions.   During  fiscal  year  1989-90,  the 
office  processed  176  journal  voucher  transactions  amounting  to 
$480,322.   The  office  did  not  require  approval  for  these  trans- 
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actions  because  it  was  an  optional  requirement  of  the  On-Line 
Edit  and  Entry  guidelines  established  during  fiscal  year  1989-90 
by  the  Department  of  Administration.   Supervisory  approval  or 
review  would  ensure  journal  voucher  transactions  are  properly 
supported  and  would  reduce  the  risk  of  material  errors  entering 
and  remaining  undetected  on  SBAS. 


Recommendation  #5 

We  recommend  the  office  review  and  approve  journal 
voucher  transactions. 


Unrecorded  Revenue  and  Section  17-1-102,  MCA,  requires  state  agencies  to  input,  before 

Expenditure  Activity  the  close  of  the  fiscal  year,  all  transactions  necessary  to  show 

receipt  and  use  of  public  money  in  accordance  with  generally 
accepted  accounting  principles  (GAAP).   GAAP  requires  all 
revenue  and  expenditure  transactions  be  recorded  on  the  state's 
accounting  records. 

The  office  provides  photocopies  of  UCC  filings  to  private 
individuals  and  businesses  for  a  fee.   New  filings  and  updates 
are  reproduced  on  microfiche  every  month.   During  the  audit 
period  a  private  corporation  requested  photocopies  of  all 
monthly  UCC  filings  and  updates.   Office  officials  found  it 
more  efficient  and  less  expensive  to  produce  an  additional  set  of 
microfiche  and  sell  it  at  cost  to  the  corporation.  The  office 
improperly  reduced  contracted  services  expenditures  when  it 
sold  the  UCC  filing  information  to  the  private  corporation.   The 
office  should  have  recorded  the  expenditure  when  it  purchased 
the  microfiche  and  recognized  revenue,  rather  than  abating 
expenditures,  when  the  microfiche  was  sold. 

During  March  through  June  of  fiscal  year  1989-90,  the  office 
provided  the  microfiche  to  the  corporation  at  no  charge.   An 
official  stated  the  office  could  not  determine  the  amount  to 
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charge  because  of  a  change  in  microfiche  format.   In  September 
1990,  the  office  billed  the  corporation  $500  for  this  microfiche. 

We  estimate  Special  Revenue  Fund  revenues  and  expenditures 
were  understated  by  $1,169  in  fiscal  year  1988-89.   Revenues 
and  expenditures  were  understated  by  $4,494  and  $3,994, 
respectively,  in  fiscal  year  1989-90.   Office  personnel  stated  the 
office  would  have  exceeded  its  appropriation  authority  if  the 
expenditures  were  not  reduced.   A  review  of  the  office's 
accounting  records  indicates  this  would  not  have  happened.   By 
reducing  the  expenditures,  the  office,  in  effect,  increased  its 
appropriation  authority. 


RyyQmmynjj^tJQn  #6 

We  recommend  the  office  properly  record  revenue  and 
expenditures  on  SBAS  in  accordance  with  state  law. 
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Disclosure  Issue 


Filing  and  Copying  Fees  Officials  indicated  the  office  inconsistently  charges  other  state 

agencies  for  miscellaneous  services  provided  by  the  office.  The 
officials  stated  the  law  is  not  clear  regarding  fees  charged  to 
other  state  agencies  for  services  provided.   Section  2-6-103, 
MCA,  requires  the  office  to  charge  and  collect  various  fees  for 
services  provided  by  the  office  to  the  public  and  other  state 
agencies.   These  services  include  filing  and  recording  interlocal 
agreements,  tribal  agreements,  public  printer  affidavits,  munici- 
pal resolutions,  and  appointments.  The  Office  of  the  Governor 
files  approximately  4,500  appointments  to  various  commissions 
and  boards  each  year  with  the  Secretary  of  State,  but  does  not 
pay  a  fee  to  the  office. 

An  official  indicated  the  Governor's  Office  and  other  state 
agencies  generally  do  not  submit  the  fees  specified  by  section  2- 
6-103,  MCA,  when  filing  documents  with  the  office.   Some 
agencies  have  paid  the  fees  but  under  protest.   The  office  has 
not  required  state  agencies  to  pay  the  fees  because  the  officials 
were  uncertain  of  the  intent  of  the  law. 

Based  on  our  review  of  the  law,  we  found  section  2-6-103, 
MCA,  does  require  the  office  to  charge  fees  for  services 
provided.   However,  section  7-4-2516,  MCA,  originally  enacted 
in  1895  indicates  no  fees  should  be  charged  to  the  state,  county, 
or  political  subdivision  for  official  services  rendered.   This 
section  is  contained  in  Title  7,  MCA,  relating  to  local  govern- 
ment, but  the  history  of  the  section  and  several  older  Attorney 
General  Opinions  would  indicate  a  broader  interpretation.   If 
the  nonpayment  of  fees  by  state  offices  and  agencies  creates 
problems  for  the  Office  of  the  Secretary  of  State,  the  office 
could  seek  legislation  to  clarify  which  fees,  if  any,  state  agencies 
are  required  to  pay.   This  issue  is  presented  for  disclosure  pur- 
poses only  and  we  make  no  recommendation. 
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Summary  of  Independent  Auditor's  Report 


Summary  of  The  financial  schedules  are  prepared  from  the  Statewide 

Independent  Auditor's  Budgeting  and  Accounting  System  without  adjustments  for 

Report  errors  noted  during  the  audit.   The  auditor's  opinion  issued  in 

this  report  is  intended  to  convey  to  the  reader  of  the  financial 
schedules  the  degree  of  reliance  which  can  be  placed  on  the 
amounts  presented. 

The  opinion  on  the  financial  schedules  presented  indicates  the 
schedules  are  fairly  stated  in  all  material  respects  and  the  user 
can  rely  on  the  information  presented. 
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STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTTA.SEACAT 


LEGAL  COUNSEL: 

JOHN  W.  NORTHEY 


^Ifht  jxi  tkt  ^t^hlnix^xt  ^uhxiitr 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARY  BRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  financial  schedules  of  the  Office  of  the  Secretary  of 
State  for  each  of  the  two  years  ending  June  30,  1989  and  1990,  as  shown  on 
pages  18  through  24.   These  financial  schedules  are  the  responsibility  of  the 
office's  management.   Our  responsibility  is  to  express  an  opinion  on  these  finan- 
cial schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.  Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  schedules  are  free  of  material 
misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  schedules.  An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by  man- 
agement, as  well  as  evaluating  the  overall  financial  schedule  presentation.   We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  described  in  Note  1  to  the  financial  schedules,  the  office's  financial 
schedules  are  prepared  in  accordance  with  state  accounting  policy.  Accordingly, 
the  accompanying  financial  schedules  are  not  intended  to  present  the  financial 
position  and  results  of  operations  in  conformity  with  generally  accepted 
accounting  principles. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in 
all  material  respects,  the  results  of  operations  and  changes  in  fund  balances  of  the 
Office  of  the  Secretary  of  State  for  the  two  years  ending  June  30,  1989  and  1990, 
in  conformity  with  the  basis  of  accounting  described  in  Note  1. 

Respectfully  submijt 


August  31,  1990 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 
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OFFICE  OF  THE  SECRETARY  OF  STATE 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCE 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1990 


FUND  BALANCE:  July  1,  1988 

ADDITIONS : 
Fiscal  Year  1988-89 

Budgeted  Revenue 
Fiscal  Year  1989-90 

Budgeted  Revenue 

Prior  Year  Expenditure  Adjustments 

Total  Additions 

REDUCTIONS : 

Fiscal  Year  1988-89 
Budgeted  Expenditures 
Prior  Year  Revenue  Adjustments 
Support  to  State  of  Montana 
Direct  Entries  to  Fund  Balance 

Fiscal  Year  1989-90 
Budgeted  Expenditures 
Prior  Year  Revenue  Adjustments 
Support  to  State  of  Montana 
Direct  Entries  to  Fund  Balance 
Total  Reductions 


FUND  BALANCE:  June  30,  1990 


General 
Fund 

Special 

Revenue 

Funds 

5       0 

$124,731 

866,268 

455,077 

1,097,927 
694 

185,928 

1,964.889 

,641,005 

542,289 

10 

323,969 

535,004 
58,836^ 

882,161 

825 

215,635 

142,058 
114 

1.035 

1,964,889 

737.047 

0 

^See  note  5  on  page  24. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Account- 
ing System.  Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  on  pages  22  through  24. 
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OFFICE  OF  THE  SECRETARY  OF  STATE 

SCHEDULE  OF  BUDGETED  REVENUE  -  ESTIMATE  &  ACTUAL 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1990 


Sale  of 
Licenses  Charges  Documents , 

and       For  Merchandise 

Permits   $ervj.ces  Mtscei;ai>eous  »  Property     Total 


Fiscal  Year  1989-90 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$675,000 
722.882 


$  324,000 
?73.0?9 


$  1,000 
2.016 


S  47.882  S  49.029    S  1.016 


$1,000,000 
1-097.927 


SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$168,500 
S  17.428 


$  168,500 
185.928 


17.428 


Fiscal  Year  1988-89 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$665,000 
765.739 

$  20,000 
29.519 

$71,000 
71.019^ 

$100,730 

$   9,519 

$  380,000 
279.762 

$(100,238) 

$    19 

$155,500 
175,315 

$  19.815 


$ 

756,000 
866.268 

$. 

110.268 

$ 

535,500 
455.077 

$. 

^See  note  6  on  page  24, 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System. 
Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
pages  22  through  24. 


19 


OFFICE  OF  THE  SECRETARY  OF  STATE 


SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT 

AND 

FUND 

BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED 

JUNE  30.  1990 

Records 

Administrative 

Code 

Total 

PERSONAL  SERVICES 

Salaries 

$396,944 

$  55,604 

$ 

452,548 

Employee  Benefits 

92,489 

12,752 

105,241 

Total 

489,433 

68.356 

557,789 

OPERATING  EXPENSES 

Other  Services 

218,347 

45,568 

263,915 

Supplies  &  Materials 

45,517 

6,645 

52,162 

Conununications 

52,663 

11,531 

64,194 

Travel 

9,289 

642 

9,931 

Rent 

27,443 

4,836 

32,279 

Repair  &  Maintenance 

6,224 

984 

7,208 

Other  Expenses 

3.427 

555 

3,982 

Total 

362,910 

70.761 

433,671 

EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment 

17,978 

851 

18,829 

Intangible  Assets 

638 

113 

751 

Total 

18,616 

964 

- 

19,580 

DEBT  SERVICE 

Leases 

8,144 

1,437 

9,581 

Installment  Purchases 

3.058 

540 

3,598 

Total 

11.202 

1.977 

13.179 

TOTAL  PROGRAM  EXPENDITURES 

$882,161 

$142,058 

$i 

.024.219 

GENERAL  FUND 

Budgeted 

$925,267 

$ 

925,267 

Actual 

882.161 

882,161 

Unspent  Budget  Authority 

$„ 

SPECIAL  REVENUE  FUND 

Budgeted 

$170,440 

$ 

170,440 

Actual 

142,058 

142,058 

Unspent  Budget  Authority 

$  28,382 

$= 

28,382 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting 
System.  Additional  information  is  provided  in  the  notes  to  the  finan- 
cial schedules  on  pages  22  through  24. 
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OFFICE  OF  THE  SECRETARY  OF  STATE 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AND  FUND 

BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1989 


Records    Administrative 
Management       Code         Total 


PERSONAL  SERVICES 
Salaries 

Employee  Benefits 
Total 


$357,887 

81.146 

439.033 


53,633 
12.642 
66.275 


411,520 

93.788 

505.308 


OPERATING  EXPENSES 
Contracted  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Repair  6e  Maintenance 
Other  Expenses 
Total 

EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets. 
Total 

DEBT  SERVICE 
Leases 

Installment  Purchases 
Total 


282,772 

61,201 

55,330 

2,897 

25,403 

6,403 

1.76? 

435.768 


35,533 

1-104 

36.637 


9,501 

3.568 

13.069 


57,295 

6,131 

10,916 

220 

4,475 

909 

^46 


80 

,192 

3 

,987 
25 

4 

,01? 

1, 

,677 
630 

2, 

,307 

340,067 

67,332 

66,246 

3,117 

29,878 

7,312 

2.008 

515.960 


39,520 

1-129 

40.649 


11,178 

4-198 

15.376 


TOTAL  PROGRAM  EXPENDITURES 


$924.507 


$152.786     $1.077.293 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$545,225 

541.723 

$   3.502 


$384,819 

382.784 

$  2.035 


$ 

684 
566 

$ 

118 

$155,703 
152.220 

$_ 

3  483 

$   545,909 

542.289 

$    3.620 


540,522 
535.004 


.5^518 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting 
System.  Additional  information  is  provided  in  the  notes  to  the  financial 
schedules  on  pages  22  through  24. 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1990 


Snmmary  of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  Office  of  the  Secretary  of  State  uses  the  modified  accrual 
basis  of  accounting,  as  defined  by  generally  accepted  accounting 
principles,  for  the  General  and  Special  Revenue  Funds.  In 
applying  the  modified  accrual  basis,  the  office  records: 


Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  office  incurs 
the  related  liability  and  it  is  measurable. 


The  following  additional  items  are  considered  valid  obligations 
or  expenditures  under  state  accounting  policy: 

The  entire  service  contract  even  though  the  office  received 
the  services  in  a  subsequent  fiscal  year. 

Goods  ordered  with  a  purchase  order  before  fiscal  year- 
end,  but  not  received  as  of  fiscal  year-end. 

Equipment  ordered  with  a  purchase  order  before  fiscal 
year-end. 

State  accounting  policy  also  requires  the  office  to  record  the  cost 
of  employees'  annual  leave  and  sick  leave  when  used  or  paid. 


Basis  of  Presentation 


The  financial  schedules  are  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  without  adjustment. 
Accounts  are  organized  in  funds  according  to  state  law.   The 
office  uses  the  following  funds: 
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Notes  to  the  Financial  Schedules 


Governmental  Funds 


General  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund.  The  major 
functions  accounted  for  in  the  General  Fund  by  the  office  are 
the  corporation  and  elections  activities  and  the  Uniform 
Commercial  Code  activity  (beginning  in  fiscal  year  1989-90). 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  legally  restricted  to  expenditures  for  specific 
purposes.  The  Special  Revenue  Fund  of  the  office  presently 
accounts  for  the  sales  of  the  Administrative  Rules  of  Montana 
and  Montana  Administrative  Register  and  also  accounted  for  the 
Uniform  Commercial  Code  activity  in  fiscal  year  1988-89. 


2.     Annual  and  Sick  Leave 


Employees  of  the  office  accumulate  both  annual  and  sick  leave. 
The  office  pays  employees  for  100  percent  of  unused  annual  and 
25  percent  of  unused  sick  leave  credits  upon  termination. 
Accumulated  unpaid  liabilities  for  annual  and  sick  leave  are  not 
reflected  in  the  accompanying  financial  schedules.  The  office 
absorbs  expenditures  for  termination  pay  in  its  annual  opera- 
tional costs.  At  June  30,  1990  and  at  June  30,  1989,  the  office 
had  a  liability  of  $44,853  and  $35,746,  respectively. 


3.     Pension  Plan 


Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).  The  office's  contribution  to  PERS 
was  $28,039  in  fiscal  year  1989-90  and  $26,281  in  fiscal 
year  1988-89. 


4.     General  Fund  Balance 


The  General  Fund  is  a  statewide  fund.  Agencies  do  not  have  a 
separate  General  Fund  since  their  only  authority  is  to  pay 
obligations  from  the  statewide  General  Fund  within  their 
appropriation  limits.   Thus,  on  an  agency's  schedules,  the 
General  Fund  beginning  and  ending  fund  balance  will  always  be 
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5.      Funding  Change  The  processing  of  Uniform  Commercial  Code  secured  trans- 

actions and  Agricultural  Lien  transactions  were  funded  through 
the  1989  biennium  by  a  state  special  revenue  account,  but  the 
account  was  de-earmarked  by  Chapter  351,  Laws  of  1989,  and 
the  fund  balance  was  transferred  to  the  state  General  Fund  at 
fiscal  year-end  1988-89. 

During  fiscal  year  1989-90,  the  Uniform  Commercial  Code  and 
Corporations  Bureaus  were  merged  into  the  Business  Services 
Bureau.  As  a  result  of  the  reorganization.  Business  Services 
Bureau  activity  is  now  recorded  in  the  General  Fund. 


6.      MisceUaneons  Revenue  The  office  received  a  $71,019  settlement  from  WANG 

corporation  in  June  1989,  resulting  from  the  corporation's 
failure  to  fulfill  a  contract  to  install  a  UCC  data  processing 
system. 
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SECRETARY  OF  STATE 

STATE  OF  MONTANA 


Mike  Cooney  ysm^^^^sl  Montana  State  Capitol 

Secretary  of  State  ^^^^^  Helena,  MT  59620 


November  26,  1990 


Mr.  Scott  Seacat 
Legislative  Auditor 
State  Capitol,  Room  135 
Helena,  Montana    59620 

Dear  Mr.  Seacat: 

Enclosed  please  find  the  official  response  of  the  office  of  the  Secretary  of  State  to 
the  recommendations  outlined  in  your  office's  recent  audit. 

I  want  to  take  this  opportunity  to  thank  you  and  your  audit  staff  for  your  assistance 
in  making  this  audit  a  valuable  experience  for  this  office.  Your  audit  staff  was 
considerate  and  professional  throughout  there  time  here,  and  their  comments  and 
guidance  were  most  helpful. 

I  hope  that  this  information  will  be  of  use  to  you,  and  I  trust  that  you  will  not 
hesitate  to  contact  me  whenever  I  can  be  of  assistance. 


Sincerely 


DOUG  MjrCHELL 
Chief  Deputy 

Enclosure 
DM:  42.129 


28 

Reception:  (406)  444-2034  -  Business  Services  Bureau:  444-3665  -  Elections  Bureau:  444-4732 
Fax:  444-3976 


Audit  Response 
Office  of  the  Secretary  of  State 

For  Fiscal  Years  Ended  June  30,  1990 


Recommendation: 


We  recommend  the  office: 


A:   Deposit  cash  receipts  in  the  State  Treasury 

in  accordance  with  state  law. 
B:  Seek  legislation  to: 

1)  Stagger  the  annual  corporate  filing 

process,  or 

2)  Make  filing  fees  nonrefundable. 

Agency  Response:  Concur.  As  noted  in  the  audit  report,  the  office 

of  the  Secretary  of  State  has  made  significant 
progress  toward  complying  with  cash  deposit 
requirements.  It  is  the  intent  of  this  office 
to  eliminate  this  deficiency  by  seeking  action 
by  the  legislature  to  provide  for  one  additional 
FTE,  and  to  alter  certain  corporate  filing 
procedures  to  assist  with  work  flow. 

Recommendation:  We  recommend  the  office  restrictively  endorse  all 

checks  immediately  upon  receipt  in  accordance 
with  state  law. 

Agency  Response:  Concur.  This  recommendation  has  already  been 

implemented  in  response  to  the  audit 
recommendation. 


Recommendation: 


We  recommend  the  office: 


A:  Record  approved  operating  budgets  on 
SBAS. 


Agency  Response: 


B:  Monitor  program  expenditure  activity  to 
ensure  compliance  with  appropriation 
laws  relating  to  operating  plans. 

Concur.  The  office  has  already  implemented 
recommendation  "A"  in  response  to  the  audit 
recommendation.  As  was  noted  in  the  audit 
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report,  this  office  has  used  a  manual 
(Lotus  123)  spreadsheet  to  monitor  income 
and  expenditures.  In  addition,  the  budgets 
for  the  years  covered  in  the  audit  period 
were  authorized  by  the  legislature  based 
upon  a  contract  with  Wang  Laboratories 
that  would  have  significantly  reduced 
expenditures  in  certain  areas.   Due  to  the 
failure  of  the  Wang  contract,  and  the  decision 
of  the  office  not  to  ask  for  an  additional 
appropriation  as  specifically  authorized  in 
HB  100,  expenditures  in  certain  categories 
appear  to  exceed  the  5  percent  variation 
prescribed  by  HB  100.   It  should  be  noted  that 
the  office  reverted  significant  amounts  of 
unspent  authority  back  to  the  General  Fund. 


4.        Recommendation: 


Agency  Response: 


We  recommend  the  office  spend  non-General 
Fund  money  first  in  accordance  with  state  law. 

Concur.  This  was  an  isolated,  clerical  error 
that  has  been  corrected. 


5.        Recommendation: 


We  recommend  the  office  review  and  approve 
journal  voucher  transactions. 


Agency  Response:  Concur.  This  recommendation  has  already  been 

implemented  in  response  to  the  audit 
recommendation. 


6.        Recommendation: 


We  recommend  the  office  properly  record 
revenue  and  expenditures  on  SBAS  in 
accordance  with  state  law. 


Agency  Response:  Concur.  This  recommendation  has  already  been 

implemented  in  response  to  the  audit 
recommendation. 
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